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1795 the commissioners were allotted certain revenues
to be applied to the purchase of definite portions of
the debt* Alexander Hamilton has been accused of
following Price's compound interest fallacy in his plan
for debt reduction; but Professor Dunbar believes.
that Hamilton's scheme was based on the expectation
of a surplus, and that its failure resulted from an
unanticipated growth of expenditure*

Gallatin formulated the true principles of debt
reduction in 1800 in a debate upon the sinking fund,
when he observed (with a side reference to his famous
predecessor):

" I know but one way that a nation has of paying her debts,
and that is precisely the same that individuals practise, * spend
less than you receive,* and you may then apply the surplus of
your receipts to the discharge of your debts* But if you spend
more than you receive, you may have recourse to sinking funds,
you may modify them as you please, you may render your
accounts extremely complex, you may give a scientific appearance
to additions and subtractions, you must still necessarily increase
your debt/'

Still he did not abolish the old sinking fund, but
increased the annual appropriations* In 1791 the debt
had been $75,400,000* This old debt was reduced by
Hamilton to $72,700,000 by 1801, but in the same period
new loans had been made, mostly at 8 per cent*,
so that Jefferson's Government inherited $83,000,000*
Gallatin's sinking fund extinguished $46,022,810
between 1801 and 1811, while the purchase of Louisiana
added nj millions of new debt* On January i, 1812,
the debt was $45*154,189, or 31 millions less than the
original revolutionary debt* It seems that Hamilton's
sinking fund enabled some conversions to be made,
which reduced the charge*